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Dear Madam or Sir:

Arizona Public Service Company is providing the attached comments in response to a

request for written comments that emerged from discussions at the July 13, 2007 Competitive

Procurement Workshop. APS appreciates the opportunity to work with Staff and the interested

parties to address both resource planning and competitive procurement issues, and looks forward to

on-going participation in these workshops.

If you have any questions or wish to discuss these matters further, please call me at 602-250-4563.

Sincerely,
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Barbara Klemstine
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Arizona  P ublic S e rvice  Compa ny
Compe titive  P rocure me nt P ra ctice s

Docke t No. E-00000E-05-0431
S e cond S e t of Compa ny Comme nts

July 23, 2007

The  diird a nd fina l Compe titive  P rocure me nt P roce ss  workshop wa s  he ld on July 13, 2007. At
tha t workshop, the Staff of the  Arizona  Corpora tion Commis s ion ("Commis s ion") invite d inte re s te d
pa rtie s  to provide  writte n comme nts  to a ddre s s  procure me nt proce dure s  in ge ne ra l, a s  we ll a s  to
s pe cifica lly a ddre s s  the  role  a nd re s pons ibilitie s  of a n Inde pe nde nt Monitor ("IM"l..Arizona  P ublic
Service  Company ("APS" or "Company") filed gene ra l comments  rega rding compe titive  procurement in
this docket on May 25, 2007. The following comments address the specific issues discussed in the July 13 h
workshop.

Compe titive  P rocure me nt P roce dure s

AP S  be lie ve s  tha t compe titive  procure me nt proce dure s  s hould  a llow loa d-s e rving e ntitie s  to
e ftic ie ndy a nd e ffe c tive ly e xa mine  ma rke t options  in orde r to  a cquire  a de qua te , re lia ble  re s ource s  a t
re a s ona ble  cos ts . It is  importa nt to re cognize  tha t the  compe titive  ma rke t is  highly vola tile  a nd cha nge s
ra pidly, the re fore  it is  e s s e ntia l tha t a  procure me nt proce s s  doe s  not cons is t of re quire me nts  tha t would
hinde r the  fle xibility ne ce s s a ry for a  utility to  pa rtic ipa te  in  the  ma rke t whe n it is  mos t a dva nta ge ous .
Undue  de la y or re s trictions  could pre clude  a  utility from obta ining the  mos t be ne ficia l powe r procure me nt,
which in turn could ha ve  a  de trime nta l impa ct on its  cus tome rs .

\Y/hile  the  works hops  on compe titive  procure me nt ha ve  dis cus s e d procure me nt M ge ne ra l, the
s pe c ific  focus  ha s  be e n on the  a ppropria te  proce dure s  for forma l s olic ita tions , s uch a s  Re que s t for
P ropos a ls  l"RFP s "l. S iinila rly, ba s e d on the  dis cus s ions  of the  pa rticipa nts  a t the  works hops , it a ppe a rs
tha t the  inte re s t M the  us e  of a n inde pe nde nt monitor is  widiin the  bounds  of forma l RFP s . AP S  be lie ve s
this  was  an appropria te  focus , and tha t the  acceptable  guide line s  a lready exis t, a t le a s t for AP S , in re la tion
to odde r long-te rm powe r procure me nt. The re  wa s  a ls o dis cus s ion a s  to whe the r the  Tra ck B protocols
we re  a n a ppropria te  s ta rting point for dra fting ne w rule s  or guide line s . AP S  be lie ve s  tha t die  Tra ck B
pro toc o ls  we re  a pp rop ria te  in  2003  whe n  Arizona  ha d  min ima l e xpe rie nc e  with  s uc c e s s fu l powe r
s olicita tions , the re  was  an ove rabundance  of gene ra tion compe ting M the  marke t place , and utility a ffilia te s
tha t de ve lope d ge ne ra tion we re  in e xis te nce . S ince  da rt time , Arizona  utilitie s  ha ve  s ucce s s fully procure d
thous a nds  o f me ga wa tts  o f long-te rm powe r th rough  ope n  s o lic ita tions ,  a nd  the  Commis s ion  ha s
a pprove d procure me nt protocols  within the  AP S  Code  of Conduct.

A critica l e le me nt of a  compe titive  procure me nt proce s s  is  tha t the  forma l compe titive  s olicita tion
proce s s , or REP , mus t be  conducte d with inte grity. The  Compa ny be lie ve s  tha t forma l protocols  ca n
provide  s ome  a s s ura nce  tha t the  utility is  conducting its  RFP s  cons is te ntly a nd in a  ma nne r tha t is  fa ir to
the  ma rke t. The s e  protocols  would be  utilize d for forma l Re P s  s oliciting products  with te rms  of five  ye a rs
or more , whe re  the re  a re  no othe r s pe cific  protocols  a lre a dy in pla ce s  (s uch a s  procure me nt unde r the
Re ne wa ble  Ene rgy S ta nda rd Rule s l). To tha t e nd, the  Compa ny is  providing its  re comme nda tions  for
RFP  protocols , which a re  a tta che d a s  Exhibit A. In a ddition, AP S  a lre a dy ha s  in pla ce  a  Code  of Conduct
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dirt was approved by the  Commission in Decis ion No. 68741 Quite  5, 2006), which would address  those
circumstances where APS were to consider an affiliate  proposal.

Inde pe nde nt Monitor

At the  July 13th workshop, Commiss ion S ta ff indica ted dirt they would be  recommending to the
Commission tha t there  be  a  requirement for an IM M the  competitive  procurement process , and indica ted
tha t they were  seeking comments  regarding under what circumstances a  monitor should be  required and
the  scope of the  IM's responsibilities .

Circumstances  Under Which An IM Could Be  Utilized

As  the  Compa ny ha s  dis cus s e d in its  Initia l Comme nts  a nd a t the  Compe titive  P rocure me nt
works hops , AP S  doe s  not be lie ve  tha t a n IM is  e s s e ntia l for a  cos t e ffe ctive  compe titive  powe r
procure me nt proce s s  whe re  a  utility a ffilia te  is  not pa rticipa ting a s  a  pote ntia l s e lle r. Howe ve r, if the
Commiss ion de te rmines  tha t an IM may be  des irable  in othe r circumstances , the  Company agrees  with
Staff tha t de linea tion of when the  IM must be  used should be  clearly defined. If the  Commission be lieves
tha t an IM should have  a  role  in a  competitive  procurement process , the  Company be lieves  an IM could
be utilized M those circumstances where  a  utility is  doing a forma l s o lic ita tion  through an  RFP for long
te rm procure me nt for powe r or e le ctrica l ge ne ra tion . A long-te rm procure me nt would be  thos e
se e king re source s  for a  pe riod of five  ye a rs  or longe r.; Focus ing the  s cope  on forma l solicita tion for
resources  with te rms of five  years  or more  addresses  the  concerns  of the  inte res ted partie s , and avoids
inappropria te ly encumbering the  procurement of fue l, transmiss ion, and short-te rrn power as  we ll a s  bi-
la tera l discussions. Unde r this  a pproa ch, a n IM would ha ve  be e n utilize d in the  s ix RFP s  tha t the
Company has issued over the past few years.

The  Role  of the  IM

APS be lieve s  the  role  of the  IM should be  to monitor the  activitie s  of a ll pa rtie s  and eva lua te  a
utility's  procure me nt proce s s  in orde r to e ns ure  tha t die d a dhe re  to fa ir a nd unbia s e d procure me nt
practices . The  Company be lieves  tha t an IM's  involvement wide  the  procurement process  should begin
with the  re ce ipt of bids  re s ponding to a n RFP . The  IM s hould not pe rform inde pe nde nt e conomic,
fina ncia l, or ris k a na lys is ; ra the r, the  IM s hould e xa mine  die  us ]ity's  e fforts  throughout the  proce s s ,
including a  re vie w of the  Compa ny's  a s sumptions  a nd a na lytics . W/hile  a n IM should ha ve  a cce ss  to
appropria te  Company personne l and pertinent da ta , Ir is  unnecessa ry for an IM to be  physica lly present
during the  te rm of the  s olicita tion a nd s e le ction proce s s . The  IM s hould be  re quire d to e va lua te  the
proce ss  pursua nt to the  e xpre ss  s ta nda rds  spe cifica lly a rticula te d by the  Commiss ion in forma l policy
sta tements, decisions or rules. The Company's proposed IM protocols are  a ttached as Exhibit B.

IM Se lection

The  Company be lieves  tha t an IM must be  independent of the  utility and potentia l bidders , must
be  e xpe rie nce d a nd compe te nt to  pe rform a ll the  IM functions , a nd mus t be  re cognize d by the
Commission as such. To avoid the  potentia l for disputes regarding the  competency and integrity of an IM,
APS recommends tha t the  Commission Staff and the  utility both participa te  in the  se lection of an IM. The

The Settlement Agreement tha t was  adopted by the Commiss ion is  Decis ion No, 67744 (April 7, 2005) defined long-term
resources  as  live years  or longer. See, Attachment A, pa ragraph 78(a ).
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utility and the  S ta ff can each deve lop a  "short-lis t" of acceptable  Its , and then jointly inte rview and se lect
an IM? To facilita te  a  time ly and e ffective  RFP process , the  utility and S ta ff could work toge ther to have
the IM selected thirty days prior to the  expected bid receipt date .

Recovery of Costs  Rela ted to the  IM

Clearly, if the  Commiss ion directs  the  utility companies  to engage  a  third-party IM to monitor the
solicita tion process, those  re la ted expenses are  the  cost of doing business and must be  recovered by the
utility (assuming the  utility is  charged by the  Commiss ion to pay for the  IM). The  Company be lieves  tha t
the  most reasonable  approach would be  to recover those  costs  through bidders ' fees. Bidders ' fees serve
two prima ry purpos e s : the y provide  a n ince ntive  to e ns ure  tha t only e ntitie s  tha t a re  s e rious  a bout
s ubmitting a  bid will re s pond to a n RFP ; a nd the y a s s is t in providing cos t re cove ry for the  time  a nd
re s ource s  it ta ke s  the  utility to conduct the  procure me nt proce s s . This  would include  cons ulta nts  or
outside  services  tha t the  Company may re ta in to eva lua te  issues re la ted to the  solicita tion, as  well as  the
cos t of the  IM.

A s imila r approach was  utilized by Sta ff and the Company when APS was  ordered to work with Sta ff to engage a
consultant for a  benchmarking s tudy. Decis ion No. 68685 (May 5, 2006).
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EXHIBIT A
Page  1 of 1

Arizona  P ublic S e rvice  Compa ny
Compe titive  P rocure me nt P ra ctice s

Docke t No. E-00000E-05-0_31

Guide line s  for the  Us e  of RFP s  in the  Long-Te rm
Compe titive  P rocure me nt P rotocols

The  Compa ny's  propos e d guide line s  for the  us e  of RFP s  in long-te rm compe titive  procure me nt is

intended to provide  a  framework for utilities  to engage  marke t participants  in formal public solicita tions or

Request for Proposals  (REP) for e lectric power with te rms of 5 years  or grea ter. The  goal is  to establish a

fa ir and equitable  procurement process  for the  utility to seek to secure  adequa te  and reasonably-priced

long-te rm gene ra tion re source s  from the  compe titive  e lectric ma rke t to mee t the  it;i]ity's  future  ene rgy

requirements. To be open, effective  and successful, the  solicita tion process should do the  following:

(1) Engage  marke t pa rticipants  - The  utility should provide  public notice  of its  solicita tion and

may directly notify known interested market participants .

Ide ntify acceptable products(2)

(3)

(4)

- Te chnologie s , de live ry re quire me nts , opera tiona l

performance requirements, terms, or odder product requirements should be identified.

Ide ntify the  sche dule  - The  time fra me  for bid submitta l e va lua tion, bidde rs ' confe re nce

and selection should be provided to a ll potentia l respondents.

Oudine  the  se lection process  - The  utility should provide  a  description of the  qua lita tive

a nd qua ntita tive  fa ctors  it will cons ide r in e va lua ting proposa ls  a nd a rriving a t its  fina l

se lection. De ta ils  on the  ana lys is  may not be  provided publicly to protect confidentia lity.

a ny re gula tory re quire me nts  or a pprova l proce s s  should be

(S)

Cons ide ra tions  re la ted to

identified.

S pe cify communica tions  protocols  - The  utility should ide ntify how informa tion is  to be

communicated in order to provide  adequate  information exchange and avoid inappropria te

trea tment. This  should include  appropria te  protection of confidentia l information.
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EXHIBIT B
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Arizona  P ublic S e rvice  Compa ny
Compe titive  P rocure me nt P ra ctice s

Docke t No. E-00000E-05-0431

Arizona  P ublic S e rvice  Compa ny
P ropos e d Inde pe nde nt Monitor ( IM) P rotocols

O

> IM S cope  of Work would generally include monitoring the Request for Proposal ("RFP")

process , and the  eva lua tion and se lection process , a s  we ll a s  communica ting with the  Utility,

Commission Sta ff and the  Residentia l Utility Consumer Office  ("RUCO").

In a ddition to de te rmining whe the r or not the  Utility complie d with a ppropria te  RFP

proce dure s , the  IM will de te rmine  if the  s olicita tion wa s  conducte d in  a  fa ir,

objective  and impartia l manner.

In monitoring the  eva lua tion and se lection of a  proposa l, the  IM will:

Confirm that response data  was appropriately applied,

Audit the  eva lua tion process  and va lida te  the  eva lua tion crite ria , me thods  and

models, and

O

Assure  that the  Utility used a  fa ir and equitable  process and made a  reasonable

selection.

o Key communica tion protocols :

IM would immediately inform Utility of any issues so that the situation can be

remedied.

IM would provide  pe riodic s ta tus  re ports  to S ta ff a nd the  Utility re ga rding the

solicita tion process.

IM wo u ld  s u b mit a  fin a l re p o rt th a t a d d re s s e s  th e  IM's  o b s e rva tio n s ,

conclus ions  a nd re comme nda tions  re ga rding the  REP  proce s s  to the  S ta ff,

RUC() a nd  the  Utility with in  two  we e ks  o f the  fina l s e le c tion . Bo th  a

confidentia l ve rs ion and a  ve rs ion tha t can be  provided to the  public mus t be

submitted.

Any communica tion with the  Utility or the  re s ponde nts  s hould be  dire cte d

through the  Utility's  designa ted point of contact.

The  IM will be  copied on a ll written and e lectronic communica tion be tween the

Utility and die  respondents .
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EXHIBIT B
Page 2 of 2

Arizona Public Service Company
Competitive Procurement Practices

Docket No. E-00000E-05-0431

All Final documents prepared by the Utility will be provided to the IM in a

timely manner.

IM should be prepared to testify to their work at any regulatory proceeding

relating to the solicitation.
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